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The Problem 
Higher education budgets have had problems being both 
eff icien-t and effective.. As students become harder to 
attract and costs continue to increase, it is important to 
find ways to reduce waste and stay competitive, Institutions 
are searching for the budgeting model that will work best for 
their institution. This research examines useage of 
budgeting models and incentive and participation programs to 
enhance the budget s effectiveness . 
This study is an analysis of eight private higher 
educational institutions in the Midwest, Data was collected 
from a combinatic~n of a review of literature and of a 
questionnaire, 
The findings generally support the hypotheses that (a) 
Midwest private higher educational institutions use primarily 
the incremental budgeting model, (b) Participation and 
incentive programs are compatible with most budgeting models 
but are not being currently utilized in private higher 
educational institutions a budgeting process. 
Institutions have a financial need to find a way to cut 
or to control their costs and become more efficient . Finding 
and implementing the appropriate budgeting model is one of 
the first steps far an institution to become mare efficient, 
Further quantitative research is needed to analyze the 
effect of participation and incentives on the budgeting 
process, 
Table of Contents 
List of Tables 
Chapter 
1, ImRODuCTION 
Purpose 
Research Questions 
H~otheses 
Assumptions 
Definition of Terms 
2 .  REVIEW OF LITERATURE 
Higher Education as a Business 
General Types of Higher Educational Budgets 
Higher Educational Budgeting Models 
Participation 
Incentives 
s-w 
3. MEWODS OF RESEARCH 
Purlpose 
Research Questions 
Data Analysis 
Hypotheses 
Limitations of the Study 
Significance of the Research 
4. FIMI>INGS OF RESI3.AR-CH 
Findings Categorized by Case Study 
Findings Categorized by Research Question 
Discussion of Findings 
5 , S-Y, CONCLUSION, AND REGOMP/IENDATIONS 
Summary 
Conclusion 
Recommendation for Further Research 
REFERENCES 
APPEHTIIX 
Page 
iii 
iii 
Tables 
Page 
1 Past, Present, and Future Budgeting Models 
of Eight Midwest Private Higher Educational 
Institutions 
2 .  Budgeting Models and the Number of Respondents 
That Have 'Weard Of j4 Each 
3. General Levels of Planning and Accountability 
in Budgeting Models 
4. Level of Participation for Each Budgeting 
Model 
5. Length of Budgeting Process for Each Budgeting 
Model 
Chapter 1 
I NTRODUCTI OM 
The financial health of higher education i s  a growing 
concern t o  a l l  of those working in o r  associated w i t h  higher 
education (Johnsrud, 1996) . The cost t o  run an ins t i tu t ion  
is greatly increasing and finding the  money t o  pay fo r  it i s  
getting harder (Butterf i e ld ,  Casey, Kane, Navarro, & Wolf e, 
1995) . Tlne ins t i tu t ional  budgeting process is just  one way 
of looking a t  t h i s  f inancial  problem and attempting t o  
address it. 
A budget is defined by Webstert s I1 New College 
Dictionary (1995)  as ,  "An itemized s m r y  of probable 
expenditures and income f o r  a given period9"(p 1 4 4 )  . It i s  
a tool that  organizations use t o  plan f o r  the future i n  
f inancial  terms. The budgeting process is  thus, just  the  
process of creating o r  planning the budget; and the term 
budgeting model refers t o  a specif ic  technique, 
methodology, or approach t o  create a budget. 
Most f or-prof it and not - f o r  -prof it businesses use 
budgets t o  estimate the i r  revenue and expenses. Over the  
years, many budgeting models have been developed f o r  business 
as well as f o r  higher education. A t  l eas t  12  d i f ferent  
budgeting models have been used in  higher education 
ins t i tu t ions  (Alnumada, 1990; Albright, 1985; Berg, 1985; 
Caruthers & Orwig, 1979; Holmberg-Wright , 1982 ; Meisinger & 
Dubeck, 1984 ; S m a r t t ,  1984)  . Most of these models came from 
the business sector w i t h  t h e  thought that  i f  the models 
worked f o r  business,  they should work for higher  education. 
However, many f a c t o r s  a r e  not equal between t h e s e  two sec to r s  
which would make it d i f f i c u l t  t o  u s e  t h e  same type of 
budgeting model f o r  both,  
One major d i f f e rence  between h igher  education and the  
Eor-prof i t  business s e c t o r  i s  t h a t  t h e  b u s i n e s s ' s  purpose i s  
t o  make a prof it s e l l i n g  i t s  product o r  se rv ice .  Higher 
educat ion ' s  purpose i s  to balance teaching,  research,  and 
se rv ice  a c t i v i t i e s  while simply breaking even on the  cos t  
(Canthers & Orwig, 1 9 7 9 )  . Their goal  i s  t o  break even s ince  
the p r i c e  put  on an education ( t h e  product) i s  less than  the 
cos t  t o  produce it. However, h igher  educational i n s t i t u t i o n s  
do not expect their consumers (s tudents /parents)  t o  pay t h e  
t o t a l  amount. Theref ore,  i n s t i t u t i o n s  look f o r  money from 
alumni, government, and o t h e r  sources to  subs id ize  t h e  
d i f f e rence  between t h e  t u i t i o n  amount and t h e  ac tua l  cos t .  
To complicate th is  s i t u a t i o n ,  i f  i n s t i t u t i o n s  do not 
budget t h e i r  money e f f i c i e n t l y  and reduce waste (Walstead, 
1991), t h e i r  revenue from a l l  t h e  d i f f e r e n t  sources  m a y  not 
cover a11 cos ts .  Therefore, they  would be forced  t o  c u t  
cos t s  f o r  academic programs, jobs,  or employee r a i s e s  i n  
order t o  break even, 
Higher educational i n s t i t u t i o n s  lack t h e  incent ives  and 
mul t ip le  l eve l s  of p a r t i c i p a t i o n  i n  the  budgeting process t o  
motivate t h e  i n s t i t u t i o n f s  employees t o  opera te  e f f i c i e n t l y  
(Lasher & Greene, 1993) . 
The purpose of this study is to examine higher education 
budgeting models from eight Midwest private institutions. In 
addition, the intent is to determine if incentives and 
participation programs are being utilized and what effect, if 
any, the incentives and participation have on academic 
budgeting models . 
1. What are the different types of budgeting models 
available? 
2. what budgeting models are being used in Midwest 
private higher educational institutions? 
3 .  Are participation and incentive programs compatible 
with the different types of budgeting models? 
4. Are participation and incentive programs being used 
with the budgeting models at the eight private higher 
education institutions and to what extent? 
5. If participation and incentive programs were 
compatible with the budgeting nrodela, what effect does 
participation and incentives have on the budgets outcome? 
1. Midwest private higher educational institutions use 
primarily the incremental budgeting model. 
2 . Participation and incentive programs are compatible 
with most budgeting models but are not being used in private 
higher educational institutions budgeting processes, 
3. The use of participation and incentive programs in 
the budgeting process will increase understanding, 
acceptance, and willingness to help, therefore, have a 
positive impact on the budget s out come. 
1. Private higher education has a different budgeting 
process than for-profit industries or public higher education 
which include many different revenue sources. 
2. Institutions do not alter their budgeting process 
within a given academic year. 
3 ,  Participants in the budget process are active and 
can effect the way resources are distributed. 
4,  Many factors such as the economy, politics, and 
demographics influence the institutions budgets, but they 
are not the focus of this study. 
5 ,  All budgeting models have some inherent merits. 
6, These eight private higher educational institutions 
are representative of other Midwest private higher 
educational institutions of the same size. 
7 .  Tlze respondents of the surveys are the most 
appropriate individuals at those institutions to respond to 
the survey. 
8, Tlne respondents of the surveys knew and understood 
the definitions of the budgeting models listed on the survey. 
9 ,  The surveys were answered truthfully, 
Budgeting Model - a specif ic  technique, methodology, o r  
approach used t o  plan or create  a budget. 
Incentives - i n  th i s  study, something t h a t  motivates o r  
compels people t o  a c t  or t o  work t o  meet the goal of making 
the budget and t he  budgeting process effective and ef f ic ien t  . 
Line Workers - those individuals not considered top 
administrators o r  managers and are involved i n  the day-to-day 
operat ions. 
Participation - i n  this study, the action of actively 
involving o r  engaging people i n  t h e  budgeting process. 
Chapter 2 
REV1EG"J OF LITERATURE 
Higher Education is not a traditional business. As 
Strauss and Salamon (197 9) explained, If. . ,the college or 
university environment differs markedly from the for- prof it 
sector. Clear lines of responsibility and the equally clear 
standard of profit by which to measure achievement are 
absent" (p. 14) . Bowen (1980) described higher education as 
a professional industry, a subgroup of the service sector. 
This industry is noted for having slow gains in productivity 
and the use of technological changes does not necessarily 
increase its productivity. Other professional industries 
include areas swh as health services, legal services, 
performing arts, libraries, education of all levels, 
churches, social welfare institutions, and many branches of 
government. 
Bowen (1980) states three characteristics which set a 
professional industry apart from others. 
1. It is based on an intellectual or esthetic 
foundation that requires exceptional ski1 1 
developed only through long study and experience. 
2. It is involved in the advancement of human 
well-being and the cultivation of the civic, 
cultural, religious, and intellectual life of the 
nation, 
3 .  The performance of the se rv ices  usua l ly  
r equ i re s  that t h e  p r a c t i t i o n e r s  be phys ica l ly  i n  
t h e  presence of the  c l i e n t s .  (p. 30-31) 
Cost reduct ion i s  d i f  f i c u l t  for professional  i n d u s t r i e s  t o  
achieve because t h e  unique c h a r a c t e r i s t i c s  of professional  
indus t r i e s  do not  embrace technological  changes. Even though 
the re  a r e  ways t o  cu t  cos t s  i n  t h e  profess ional  i n d u s t r i e s ,  
new technologies a r e  not necessa r i ly  l e s s  c o s t l y  o r  of b e t t e r  
q u a l i t y  than t h e  old ways (Bowen, 1 9 8 0 ) .  Bowen a l s o  noted 
(as c i t e d  i n  Lasher & Greene, 1993)  t h a t  " t h e r e  a r e  simply 
too  f e w  incent ives  within col leges  and u n i v e r s i t i e s  t o  
operate  w i t h  g r e a t  e f f i c i ency  o r  t o  cut c o s t s H  (p. 4 4 1 )  . 
Winston (1997 ) explains  t h a t  h igher  education and 
business  both sell goods and se rv ices ,  hire workers, and have 
a physical  p l an t  w i t h  equipment, bu t  they should not be 
t r e a t e d  a l i k e *  H e  described s i x  economic c h a r a c t e r i s t i c s  
that u n i v e r s i t i e s  and col leges  have t h a t  d i f f e r  from o the r  
businesses : ( a )  Higher education i s  a nonprofi t  f i n n  which 
reduces the  pressure on management t o  operate  e f f i c i e n t l y .  
(b) Higher education managers a r e  motivated more by 
i d e a l i s t i c  goa ls  such as  educat ional  excellence,  equal 
access,  and increasing d ive r s i ty .  ( c )  Higher education has 
two d i f f e r e n t  revenue sources, donative and commercial. Some 
money i s  donated while the  o the r  is revenue from t h e  s a l e  of 
a product o r  serv ice ,  (d) People d o n q t  r e a l l y  know t h a t  what 
they a r e  buying from higher educational i n s t i t u t i o n s  is 'Qn 
investment i n  human c a p i t a l g t  (p. 34 ) . (e) Higher education 
has a unique technology c a l l e d  Hcustomer-input technology" 
( p . 3 5 )  meaning s tudents  h e l p  educate  each o ther .  ( f )  Higher 
educational i n s t i t u t i o n s  d i f f e r  i n  a reas  such as s i z e ,  p r i c e ,  
course o f fe r ings ,  and physical  p l a n t s .  As Bowen (1980) and 
Winston (1997) ind ica ted ,  higher  education and business may 
appear t o  be s imi la r ,  but t h e r e  a r e  unique c h a r a c t e r i s t i c s  
t h a t  deem it necessary not t o  t r e a t  them exac t ly  a l i k e  
e spec ia l ly  i n  regard t o  their f i n a n c i a l  mat te rs ,  
Lasher and Greene (1993) l i s t  s i x  general  types of 
budgets found i n  higher education i n s t i t u t i o n s .  They a r e  
operat ing,  c a p i t a l ,  r e s t r i c t e d ,  a u x i l i a r y  en te rp r i ses ,  
h o s p i t a l  operat ions,  and s e r v i c e  budgets. N o t  every 
i n s t i t u t i o n  incorporates  a l l  of t h e s e  d i f f e r e n t  types.  
The  operat ing budget i s  viewed as t h e  core budget o r  t h e  
day-to-day operat ions.  I t  genera l ly  includes a l l  of t h e  
u n r e s t r i c t e d  funds and r e s t r i c t e d  funds spec i f i ed  f o r  
i n s t r u c t i o n a l  and departmental support. 
The c a p i t a l  budget includes expenditures f o r  major 
f a c i l i t y  construct ion,  r epa i r ,  and renovation. This budget 
type is concerned with planning f o r  major expenditures t h a t  
a r e  t o o  l a r g e  o r  i r r e g u l a r  t o  make part of the operat ing 
budget, The a c t i v i t i e s  involved usual ly  l a s t  longer  than a 
s ing le  f i s c a l  y e a r  ( , 1 9 9 2 )  . 
Res t r i c t ed  budgets include expenditures supported by 
fede ra l  o r  o the r -  sponsored research g ran t s  o r  cont rac ts ;  non- 
government grants, spec i f i ed  endowment and gift income; and 
externally-provided student aid. The proj ects supported by 
this budget type are temporary by nature since funds may or 
may not continue from one fiscal year to the next. 
~wtiliary budgets include those institutional support 
activities that have a dedicated flow of income from student 
user fees or charges the public admission. These auxiliary 
enterprises are expected to, "pay their own way1! (Lasher & 
Greene, 1 9 9 3 ,  p .  430-431) . Hospital operations are a 
specific type of auxiliary enterprise for those institutions 
affiliated with a teaching hospital. It includes the 
expenditures for noninstructional hospital services and 
activities, 
The last budget type is the service budget. It includes 
the support units like print shop and telephone services that 
operate within the institutions. Their revenue comes from a 
transfer from other departments. 
The purpose of budgeting, within these different types 
of budgets, is to distribute resources, to translate plans 
into actions, and to foster accountability (Caruther & Orwig, 
1979; Holmberg-Wright, 1982; Jones, 1984) . The problem is 
that many budgeting models do not incorporate accountability 
into them. 
The actual process for creating a budget varies 
depending on what type of model the institution chooses. 
Different models include different participants and 
requirements , 
The history of higher educational budgeting is filled 
with attempts to move from budgets focused on the inputs to 
budgets focused on the outcomes. Generally, these different 
methods have been used by a few institutions but were 
subsequently discarded (Lasher & Greene, 1993 ) . Numerous 
types of budgeting models, tools, or approaches are 
available. The six most common types are explained here. 
The oldest and most common budgeting model is 
incremental/decremental budgeting (Breneman, Leslie, & 
Anderson, 1993; Caruthers & Orwig, 1979; 
, 1992; Holmberg-Wright, 1982; Lasher & Greene, 
1993; Meisinger & Dubeck, 1984; Schmidtlein, 1989; Vandament, 
1989). In this model, each line item on the budget is 
considered for an increment, a decrement, or remains 
unadjusted. This model has the least amount of work, 
analysis, and conflict. It assumes that organizational 
priorities remain unchanged from one budget period to the 
next and that each line item needs its share of any 
inflationary allowance (Holmberg-Wright, 1982; Vandament, 
1989). There is little, if any, review of programs to see if 
they are still needed or wanted. When budgets are tight and 
have little flexibility, incremental/decremental budgeting is 
viewed as positive (~olmberg- right, 1982, p. 30) . There is 
little need for participation or incentives in this model. 
This model continues in the status WO. 
Variat ions of the incremental/decremental budgeting 
model are quota budgeting and a l t e r n a t i v e  l e v e l  ( 
Universitv,  1992;  Meisinger & Dubeck, 1984) . In  quota 
budgeting, t h e  budget o f f i c e r  i s  given a s i n g l e  f i g u r e  from 
which t o  bui ld  a budget. The s i n g l e  f i g u r e  may be predicated 
on a percentage increase or decrease i n  cur rent  l e v e l s .  This 
model a s s u m e s  t h e r e  i s  more p r i o r i t y  s e t t i n g  by t o p - l e v e l  
adminis t ra t ion.  
Al t e rna t ive  l e v e l  budgeting is a system of mul t ip le  
budgets, one of which may be  a t  t h e  same amount as the  
previous year ,  one a t  a given increment above l a s t  y e a r p  s 
amount, and one a t  a given decrement below last year's 
amount. This budgeting model al lows t h e  budgeting o f f i c e  an  
opportunity t o  see t h e  changes t o  the bottom l i n e  with 
d i f f e r e n t  scenarios .  
National Association of College and Universi ty  Business 
Of f i ce r s  (NACUBO) def ines  formula budgeting as "the 
techniques by which the f i n a n c i a l  needs o r  operat ing 
requirements of a n  educational i n s t i t u t i o n  may be determined 
through the appl ica t ion  of a f ormulaIt (as c i t e d  i n  Caruther & 
Omig, 1979, p. 38) . The f o m u l a s  manipulate c e r t a i n  
i n s t i t u t i o n a l  da ta  based on mathematical r e l a t ionsh ips  
between program demands and t h e  c o s t s  t o  estimate t h e  amount 
of money t o  support f u t u r e  program operations Whumada, 1990; 
Albr ight ,  1985; Breneman et al., 1993; Caruthers & O r w i g ,  
19799; 1992 ;  Holmerg-Wright, 1982; 
Lasher & Greene, 1993; Meisinger & Dubeck, 1984; Schmidtlein, 
1989; Vandament, 1989) . 
The most significant use af this model is at the state 
level with public institutions developing their appropriation 
requests (Holmberg-Wright, 1982; Lasher & Greene, 1993) . 
This model provides more unif o m  and equitable distribution 
of funds, but it is enrollment-driven anti lacks the mechanism 
to fund new programs. There is also unintended incentives 
and disincentives built-in such as rewarding high enrollment 
(Lasher & Greene, 1993) . Participation is not a big factor 
in the process since the allocations are determined by 
f omlas and have little direct political swaying. 
Variations of the f o m l a  budgeting model are base-plus 
percentage budgeting and functional budgeting (Holmberg - 
Wright, 1982) * The base-plus percentage f o m l a  calculates 
its base as the direct instructional expenditures, and all 
the remaining expenses are calculated as a percentage of the 
established base. The functional approach uses various 
algorithm formulas far cash functions and activities. 
Program budgeting was one of the first attempts to 
develop a more output-oriented approach. It is defined as a 
budgeting method "in which budgets are created for specific 
programs or activities, rather than departments , and each 
programf s budget is apportioned among the several departments 
that contribute to the programt s activities" (Vandament , 
1989, p. 129) 
Planning, Programming, and Budgeting System (PPBS) i s  a 
well  -known example of a program budget (Breneman et a 1  . , 
1993; Caruthers & Orwig, 1979; , 1992; 
Holmberg-Wright, 1982; Lasher & Greene, 1993; Meisinger & 
Dubeck, 1984 ; Schmidtlein, 1989; Smar t t ,  1985; Vandament, 
1989) . PPBS was used by the U. S. Department of Def ease i n  
the  ea r ly  1960s bu t  w a s  only used f o r  a shor t  t i m e .  I n  1966,  
t h e  American Council on Education re jec ted  PPBS a s  not being 
conceptually su i t ed  t o  higher education (Lasher & Greene, 
1993). 
PPBSqs major s trength is i t s  focus on the ends ra the r  
than t h e  means, It tries t o  match and a l l o c a t e  t he  
appropriate resources by programs that lead  t o  
ins t i tu t iona l ly -des i red  outputs (Lasher & Greene, 1993) . 
Defining w h a t  cons t i tu tes  a program i n  higher education and 
measuring its spec i f i c  outcomes is  d i f f i c u l t .  Any advantages 
created by t h i s  program cannot outweigh t h e  accounting 
d i f f i c u l t i e s  associated with t he  multiple programs found i n  
higher educational i n s t i t u t i ons .  
Incentives and par t i c ipa t ion  programs could have some 
po ten t i a l  i n  the  program budgeting model s ince  more 
opportuni t ies  e x i s t  for input i n  the  planning phase of t h e  
process. Even the use of incentives fo r  people t o  s t ay  on 
t a sk  would be possible.  
Zero-based budgeting demands t o t a l  r e j u s t i f i c a t i o n  of 
every a c t i v i t y  from base zero (Breneman et al. , 1993; 
Caruthers & Orwig, 1979; College and Universitv,  1 9 9 2 ;  
Gaither,  1978; Holmberg-Wright , 1982; Lasher & Greene, 1993 ; 
Meisinger & Dubeck, 1984; Schmidtlein, 1989; Vandament, 
1989) .  No assumptions a r e  made from the  p r i o r  budget t o  the 
next budget. Zero-based budgeting focuses on r e s u l t s  and 
outcomes and i s  a highly r a t i o n a l ,  ob jec t ive  approach. ~t 
requi res  a high l e v e l  of understanding of a c t i v i t i e s ,  
programs, and organiza t iona l  u n i t s .  The drawbacks a r e  t h e  
l a rge  amount of time required and the subs tan t i a l  paperwork 
generated.  The process does not  recognize continuing 
commitments from year  t o  year (Lasher & Greene, 1993) or  
f ixed  c o s t  such as tenure,  
P a r t i c i p a t i o n  from the d i f f e r e n t  l eve l s  o f  the 
i n s t i t u t i o n  i s  important t o  t h i s  model; t h e  p a r t i c i p a n t s  g e t  
the needed information t o  j u s t i f y  programs. Gaither (1978) 
ind ica ted  it i s  a problem t o  motivate p a r t i c i p a n t s  and t h e  
zero-based budget lacks  an adequate incent ive system. 
Performance budgeting focuses on a c t i v i t i e s  and 
funct ions and attempts t o  a l l o c a t e  resources on the b a s i s  of 
an t i c ipa ted  o r  p a s t  r e s u l t s  (Caruthers & O r w i g ,  1979; 
Holmberg-Wright, 1982 ; Lasher & Greene, 1993; ~ e i s i n g e r  & 
Dubeck, 1984; Schmidtlein, 1 9 8 9 ) .  I t s  s t r eng ths  are t h a t  it 
looks a t  t h e  outcomes o r  accomplishments and it promotes an 
equ i t ab le  a l l o c a t i o n  of resources to  those u n i t s  that m e e t  
perf  omance c r i t e r i a .  However, it i s  d i f f i c u l t  t o  def ine  
perf omance c r i t  @ r i a  and measurements and t o  measure long - 
term outcomes. This model 's reporting documentation is also 
complex (Lasher & Greene, 1993; Schmidtlein, 1989) , This 
model is used mostly at the state level of budget allocation 
for puhl ic higher education, 
Responsibility Center Budgeting (RCB) or cost center 
budgeting focuses on academic departments and support units 
as cost centers for fiscal purposes and emects them to be 
self - supporting (Caruthers & Orwig, 1979; Meisinger & Dubeck, 
1984; Lasher & Greene, 1993 ; Berg, 1985; Strauss & Salamon, 
RCB originated from the late Harvard President James 
Conant's idea that "every tub stands on its own bottom, each 
dean balances his own budgettr (Millett, 1952, p.230 as cited 
in Camthers & Orwig, 1979, p.28) , Whalen (as cited in 
Lasher & Greene, 1993) provides three principles for RCB. (a) 
A11 costs and income are assigned to the school or unit it is 
associated with. (b) There should be appropriate incentive 
for each school or unit to increase its income and reduce its 
cost according to the academic priorities. (c) All costs of 
other non-academic units such as the library or counseling 
should be allocated among the academic units. 
The major strength of this model is its rational 
approach to budgeting that facilitates accountability among 
the operating units. Berg (1985) noted that RCB is one 
method of  encouraging effective, efficient performance. The 
budget is dependent on its output and the academic units are 
responsible fo r  t h e i r  own decisions about pricing and 
resource allocation. He a l s o  notes that  not every unit needs 
RCB , 
The weaknesses of t h i s  model a re  its d i f f icu l ty  t o  
c lass i fy  uni ts  a s  responsibil i ty centers and the  calculations 
for  the al location of support un i t  costs t o  the  academic 
units  a r e  tedious and complex. 
Participation i s  very high from the different  uni ts  of 
the university and t h e  use of incentives are  strong in  RCB. 
Every individual and department is  trying to  increase 
enrollment especially i n  programs with strong demand and low 
costs (Hoenack, 1977)  , 
Incentive Budgeting is another model and i s  similar  t o  
performance budgeting. It i s  output -oriented fo r  public 
higher educational ins t i tu t ions  from the s t a t e  legislature.  
However, performance i s  d i f f i c u l t  t o  measure i n  terms of 
output or outcome. Inst i tu t ions  get an incentive (more 
budget al location) i f  they meet the educational goal or  
quality se t  by the  s t a t e  legis la ture  (Lasher & Greene, 1 9 9 3 ) .  
However, f i s ca l  incentives tend t o  emphasize short-term goals 
rather than long- term planning. 
part icipative Budgeting s t resses  t h e  involvement of 
individuals a t  different  levels of the  ins t i tu t ion  in  order 
t o  get t he  f irst-hand knowledge and experience of these 
individuals as opposed t o  top-down (Chabotar, 1995)  . A s  
Chabotar (1995 ) and Hyatt ( 1985) explained, par t ic ipat ive  
budgeting is slower and may create more controversy, but it 
also utilizes liuser-friendly-communicationi~ (Chabotar, 1995, 
p .  22) that helps increase understanding and acceptance, and 
reduces waste, fraud, and abuse of institutional resources. 
Block Budgeting is similar to RCB in that it takes a 
planning process to determine an amount that will be 
allocated to the different units but, in the end, the units 
develop the line-item budget that fits their specific needs 
(Massy, 1989; Halstead, 1991) . 
Participation 
According to Caruthers and Orwig (1979), faculty, 
students, and administration are all a£ f ected by and 
therefore deserve to participate in the development of the 
institutional budget. He reminds us that faculty and 
students play unique and multiple roles in the process. 
Faculty has the traditional labor role and yet designs 
programs, which is a management role. Students have the role 
of consumer and product. However, participation in the 
budget process is generally not on a democratic basis and 
constituencies vary (Hyatt, 1985) . Issues, such as time, 
knowledge level, and expertise, are taken into consideration 
(Meisinger & Dubeck, 1984) , 
Lenington (1996) insisted that a budget should be a 
bottom-up exercise so the individuals responsible for 
creating the budget are the same as those who spend it. 
However, the ability to secure cooperation from the 
participants in higher education is difficult. unlike 
business, there are few incentive or bonus plans to motivate 
the participants (Gaither, 1978). 
Another factor that effects the amount of participation 
in a given budgeting model is the degree of centralized 
authority. The more centralized the budgeting process is, 
the smaller number of participants. The more decentralized 
the process, the more participants. Breneman et al. ( 1 9 9 3 )  
state that wdecentralization is believed to engender more 
effective budgets and more efficient perf ormanceH (p. 542) . 
It is the idea that people who have some control over their 
work will perform better. 
Lisensky (1988) gives two characteristics of a healthy 
institution of higher education as (a) it has a mission 
statement that focuses on the institution's strengths, goals, 
and values that will govern program assessment and resource 
allocation and (b) it has wide participation, understanding, 
and support in the planning process from across the campus 
community. 
Pncent ives 
The ability of organizations to operate effectively and 
efficiently is highly dependent on the degree to which the 
personal goals of individuals in organizations balance with 
organizational objectives (Berg, 1985 ; McCoy, 1992) . "In 
higher education, administrators are finding that incentive 
pay programs motivate employees to work in partnership with 
leadership to achieve institutional objectivesu (Butterf ield 
et al., 1995, p. 4) . People will work hardest to further 
their own objectives, so it is important to get the 
institutions obj ectives and the participants 
obj ectives to work together (Berg, 1985) . 
The misconception that higher education cannot use 
incentives is common. Even though cash rewards or incentives 
in private higher educational institutions are unusual, 
incentives may be monetary or nonmonetary, positive or 
negative, individual or collective. Individual incentives 
are usually more effective than collective incentives (Berg, 
1985). 
A related type of incentive plan is the suggestion 
system. Line employees of colleges and universities are 
capable of suggesting many changes that could increase 
effectiveness and efficiency and of identifying many areas of 
waste and mismanagement. Providing rewards or incentives for 
finding these suggestions may contribute to a successful 
change in policy or procedure. But it is also important not 
to punish those that did not participate by reducing their 
levels of budget support. Rewards help build morale and 
cooperation. Punishment creates demoralization and overall 
opposition (Berg, 1985; Lisensky, 1988) . 
llYouvve got to spend money to earn money. This old 
saying is the idea behind award and incentive funds. 
LaForge, Bolger, and Englander (1992) explain that funds for 
awards and incentives need to be designated at the onset not 
after cost savings are realized. This designation shows 
commitment by the university's administration to the 
incentive program, Butterf i e l d  et a l .  (1995) s t a t e  that  
incentive pay programs are increasing in popularity. 
The purpose of incentive programs in  higher educational 
ins t i tu t ions  i s  t o  encourage t r a i t s  that  improve customer 
service, ins t i tu t ional  effectiveness, and employee morale 
(Butterf i e ld  e t  a 1  . , 1995) . The incentive program rewards 
the individuals f o r  performing the  t r a i t s  the f i r s t  time with 
idea t h a t  t h e  t r a i t s  w i l l  become learned behaviors that  w i l l  
continue a f t e r  t he  reward ends. This makes the  incentives o r  
rewards an investment instead of an expenditure. 
Some of the best motivators can be simple and 
inexpensive (Meyer, 1994)  . These motivators include direct  
praise, peer recognition in  newsletters, lunch paid by the  
ins t i tu t ion ,  o r  a designated parking space. 
2a+maux 
Higher education may be i n  the business of sel l ing a 
service and t o  some extent a product, but it should not be 
operated l ike  a tradit ional  business. Higher education has a 
unique revenue base and a special type of product tha t  
requires special treatment i n  regards t o  i t s  f inancial  
matters. 
Over the years, ins t i tu t ions  have used dif ferent  
budgeting models, tools ,  techniques, and approaches i n  order 
t o  determine the amount to a l locate  t o  different  l ines  of t h e  
budget. These budgeting models vary from simple increments 
t o  conpLex planning processes. The two factors that may lead 
t o  a more effective and eff ic ient  budgeting process and 
implementation are the use of participation in the budgeting 
process and the use of incentive programs. 
Individually, these two characteristics are considered 
important to the process of motivating people to behave in 
certain manner. In other words, if an individual is included 
in the process of making a decision and feels involved, the 
individual is more likely to support and promote that 
decision. If that same individual is offered an incentive to 
complete a given task, it would increase the possibility that 
it would be completed sooner than originally planned. 
Chapter 3 
METHODS OF RESEARCH 
The purpose of this study is to examine higher education 
budgeting models from eight Midwest private institutions. In 
addition, the intent is to determine if incentives and 
participation programs are being utilized and what effect, if 
any, the incentives and participation have on academic 
budgeting models. 
This study involves a review of eight medium-size 
private higher educational institutions in the Midwest. Each 
institution is described in a "case study" explanation. The 
purposes of the case studies are to (a) briefly describe each 
institution's use of budgeting models and (b) develop a 
possible explanation of why incentive and participation 
programs may or may not be compatible with the budgeting 
models used in private higher educational institutions. 
A survey of ten questions (see Appendix) was 
electronically mailed to the institutions chief financial 
officers or equivalent along with a letter of explanation. 
The individuals were asked to simply return their responses 
via the electronic mail. 
The eight institutions are: Bradley University, Peoria, 
Illinois; Creighton University, Omaha, Nebraska; Drake 
University, Des Moines, Iowa; Marquette University, 
Milwaukee,  isc cons in; St. Louis University, St. Louis, 
Missouri ; University of ~vansville, Evansville, Indiana; 
Valparaiso University, Valparaiso, Indiana; and Xavier 
University, Cinncinnati , Ohio These private universities 
have a range of 3,000 to 11,000 students and offer a variety 
of similar academic disciplines for undergraduate, graduates, 
and professional 
The research questions were addressed and answered with 
a combination of the review of literature information and the 
in£ omtation collected from the questionnaires. 
1. What are the different tqppes of budgeting models 
available? The information to answer this question will come 
from a review of the literature related to the subject. 
2. What budgeting models are being used in Midwest 
private, higher educational institutions? This in£ ormation 
will be obtained gram the questionnaire sent to the 
institutionsf chief financial officers. 
3. Are participation and incentive programs compatible 
with the different types of budgeting models? This 
tion will be come from a combination of reflective 
analysis of the review of literature information and 
responses to the questionnaire. 
4. Are participation and incentive programs being used 
with the budgeting models at the eight private higher 
education institutions and to what extent? This information 
wjll be obtained from a questionnaire sent to the 
institutions ' chief financial officers . 
5 .  Are par t i c ipa t ion  and incent ive  programs compatible 
with the budgeting models and what e f f e c t  do par t ic ipa t - ion  
and incent ives  have on the  budget ' s  outcome? T h i s  
tion w i l l  come from a combination of a r e f l e c t i v e  
ana lys is  of t h e  review of l i t e r a t u r e  information and of 
responses t o  t h e  quest ionnaire .  
The answers t o  the  questionnaire were reviewed and 
analyzed to determine t h e  budgeting models used and t h e  
extent  t o  which p a r t i c i p a t i o n  and incent ives  were u t i l i z e d  
within t h e  models. Additional information i n  the review of 
l i t e r a t u r e  was examined i n  l i g h t  of t h e  research questions.  
1. Midwest p r i v a t e  higher educational i n s t i t u t i o n s  u s e  
primarily the incremental budgeting model. 
2 .  Par t i c ipa t ion  and incent ive  programs a r e  compatible 
with most budgeting models bu t  a r e  not being used i n  p r i v a t e  
higher educational i n s t i t u t i o n s ~  budgeting processes.  
3 .  The use of pa r t i c ipa t ion  and incent ive programs i n  
the  budgeting process w i l l  increase  understanding, 
acceptance, and will ingness t o  help, theref  ore,  have a 
posit ive impact on t h e  budget s outcome. 
1. Limited t o  eight  case s tudies  of p r i v a t e  Midwest 
i n s t i t u t i o n s  of higher education. 
2 .  N o t  a l l  aspec ts  of budgeting were examined. 
Incentives and par t ic ipa t ion  were the two key c h a r a c t e r i s t i c s  
i d e n t i f i e d .  
3 .  Limited t o  e l ec t ron ic  surveys not interviews o r  
obsewat  ion .  
4 .  ~ i m i t e d  t o  a short  survey t o  ensure p a r t i c i p a t i o n .  
5,  May not be general izable  because of s i z e .  
Higher education budgets have had problems being both 
e f f i c i e n t  and e f fec t ive .  A s  students become harder t o  a t t r a c t  
and c o s t s  continue t o  increase,  f ind ing  ways t o  reduce waste 
and stay competitive is important. I n s t i t u t i o n s  a r e  searching 
for  the budgeting model t h a t  w i l l  work bes t  f o r  t h e i r  
i n s t i t u t i o n .  This research examines useage of incent ive  and 
p a r t i c i p a t i o n  programs i n  the budgeting models t o  enhance t h e  
budget 's  e f fec t iveness .  
Chapter 4 
F I m I N G S  O F  RESEAIRCH 
A 1 1  of the i n s t i t u t i o n s  reviewed a r e  p r i v a t e ,  nonprof i t  
i n s t i t u t i o n s  of h igher  education loca ted  i n  t h e  Midwest 
reg ion  of t h e  United S t a t e s .  
Univers i ty  A o f f e r s  baccalaureate  and master's degrees.  
The enrollment i s  approximately 5 , 9 0 0  s tudents  wi th  
undergraduate, f u l l - t i m e  t u i t i o n  s e t  a t  $12,010. The 
i n s t i t u t i o n  % revenue i s  repor ted  a t  $79,472.0OQ w i t h  
I I $79,458,000 i n  expenditures (American U n i v e r s l t ~ e s ,  1997 ) , 
This i n s t i t u t i o n  u s e s  a combination of incremental/  
decrenmental, zero- based, and c o s t  cen t e r  budgeting models 
t h a t  involved only t h e  top  l e v e l  adminis t ra tors  i n  t h e  
budgeting process. The budgeting process lasts 7 - 12 months 
and does not  inc lude  incen t ive  programs. 
Univers i ty  B o f f e r s  baccalaureate ,  master % , 
spec i a l l i s t%,  and doc tora te  degrees. The c o l l e g e s  and 
schools  w i th in  t h e  u n i v e r s i t y  include : a r t s  and science,  
educat ion,  journalism and mass c~mmunication,  l a w ,  and 
pharmacy and health sciences .  The i n s t i t u t i o n  e n r o l l s  
approximately 5,400 s tudents .  The undergraduate t u i t i o n  i s  
$14,380. Revenue f o r  Univers i ty  B is  $91,586,828 and t h e  
expendi tures  are $90,493,844 ( , 1 9 9 7 )  . 
The top level administrators are the main participants in the 
institution's incremental/decremental budgeting process which 
lasts 4 - 6  months. The institution does not utilize an 
incentive program, 
University C is a church affiliated institution that 
enrolls approximately 3,630 students. The undergraduate 
tuition is $12,990. The institution offers associate, 
baccalaureate, and master's degrees from a variety of seven 
different schools and colleges. The university s revenues 
are $56,612,337 with expenditures of $53,852,757 (American 
, 1997 ) . University C utilizes their middle 
level management and above in their incremental/decremental 
budgeting process. The budgeting process takes up to three 
months and includes no incentive programs. 
University D is also church affiliated with an 
enrollment of approximately 10,600 students. The tuition for 
University D is $13,900 for undergraduates. The institution 
offers associate, baccalaureate, master s, specialist s, and 
doctorate degrees. The university consists of eleven schools 
or colleges. The revenue for the institution is $535,790,485 
and the expenditures are $519,173,011 ( I 
1997 ) . This institution uses middle and top level managers 
in their incremental/decremental budgeting planning process. 
The budgeting process takes 7 - 12 months. This institution 
does use incentives for their new programs. The new program 
may receive a predetermined percentage of any surplus that 
the program budget incurs. 
University E is affiliated with a church and has an 
enrollment of approximately 6,430 students. The university 
offers associate, baccalaureate, and master s degrees. The 
undergraduate tuition is $12,950. The institutionls revenue 
is $7 5 , 5 7 0 , 0 0 0  and expenditures of $73,034,000 (American 
1997 ) . University E1s budgeting process 
requires up to three months to complete. Only top level 
administrators participate in this I1othert1 model referred to 
as adjusted-base and roll forward. The institution 
acknowledged the use of incentives, but didn't elaborate with 
a description, 
University F has an enrollment of approximately 6,200 
students. Associate, baccalaureate, master s and doctorate 
degrees are awarded from this university. The institution 
consists of eight schools or colleges: arts and science, 
business administration, law, nursing, pharmacy, dentistry, 
medicine, and University College. The tuition for 
undergraduates is $11,746. University F has $196,300,000 in 
revenues with $189,100,000 in expenditures (American 
, 1997) . The institution uses a combination of 
incremental/decremental and responsibility cost budgeting 
models. The budgeting process includes middle and top level 
adminis t ra tors  i n  a 4 - 6  month process. This i n s t i t u t i o n  does 
not use incent ive  programs, but  one has  been proposed. 
Universi ty  G has an  enrollment of approximately 10,500 
s tudents  with an undergraduate t u i t i o n  of $14,7 10.  The 
i n s t i t u t i o n  has  a church a f f i l i a t i o n ,  They award as soc ia t e ,  
baccalaureate ,  master'  s and doctorate  degrees from a v a r i e t y  
of d i f f e r e n t  schools and col leges  within the univers i ty .  The 
schools and col leges  include : a r t s  and science, business 
adminis t ra t ion,  education, engineering,  communication, l a w ,  
nursing, hea l th  sciences,  graduate,  and professional  s tud ies .  
The un ive r s i ty  ' s revenue is $209,436,000 and the expenditures 
a r e  $208,444,000 (American U n i v e r s i t i a ,  1997) . The 
un ive r s i ty  includes a l l  l e v e l s  of employees i n  t h e i r  program 
budgeting model. Their  budgeting process continues f o r  about 
4 - 6  months and does not include any type of incent ive  plans.  
Universi ty  H a l s o  i s  a£ f i l i a t e d  with a church. The 
enrollment is  approximately 3,480 s tudents  w i t h  t h e  
undergraduate t u i t i o n  a t  $13,510. The u n i v e r s i t y  o f f e r s  
a s soc ia t e ,  baccalaureate,  and master s degrees. The 
i n s t i t u t i o n  includes three  co l leges  and one school. The 
revenue i s  $54,132,329 and the expenditures a r e  $52,903,030 
( , 1 9 9 7 ) .  This i n s t i t u t i o n  uses t h e  
program budgeting model w i t h  pa r t i c ipa t ion  from middle t o  top 
level adminis t ra t ion.  The budgeting process  c o n s i s t s  of 7 - 1 2  
months and does not include any type of incent ives .  
The findings of the questionnaire and the reflective 
analysis are categorized by each research question. 
The review of literature uncovered fifteen different 
budgeting models available for higher educational 
institutions. Of these fifteen, six were identified as the 
prominent types. They include: incremental/decremental, 
f o m l a ,  zero - based, performance, program, and responsibility 
center budgeting . 
The first inquiry on the questionnaire identified the 
budgeting model the institution uses from a list of seven 
choices, including an "othergt option. The purpose for using 
a list instead of a f ill-in-the-blank question was to put an 
elanent of control over the responses. As Table 1 shows, two 
institutions use incremental/decremental, two use program, 
one responded Hother," and three use a combination of models. 
Within the last three years, six of the eight institutions 
have used incremental/decremental budgeting and within a 
couple of years, four of the eight are planning to use 
responsibility center budgeting. 
The clef initions or explanation of the different types of 
budgeting models were not included with the questionnaire 
since question six asked them to identify all of the 
budgeting models they had "heard of .'I The purpose of 
ques t ion  number six was t o  determine the extent of same 
familiarity of budgeting models. Table 2 shows t h e  complete 
l i s t  of models and number of respondents t h a t  have "heard of 
each model. Only two of f i f t e e n  budgeting models, 
incremental/decremental and zero-based budgeting, were 
indicated by a l l  e ight  respondents. 
Table 1 
Currently W i l l  B e  Changed 
Budgeting Models U s e  Changing To From 
~ncrementa l /~ec rementa l  2 + abc 0 1 
Performance 0 0 Q 
%S/espansibility Center 0 + ab 2 0 
Other 1 + c 0 0 
-- - .- - - 
a = p a r t  of combination 1; b = combination 2;  c = 
combination 3. 
Inquiry two on the questionnaire asked why, i n  t h e i r  
opinion, d id  their i n s t i t u t i o n  chose the model they  were 
using.  Again, they had a choice of four  options including 
g80ther 'g i n  case they needed to explain,  Four of t he  
respondents bel ieve t h e i r  budgeting model i s  t h e  model t h a t  
has  "always been used. ' m e  o the r  four  chose I1other, 
explaining t h a t  it i s  j u s t  an interim model, it depends on 
the  department, it i s  easy for f a c i l i t a t i n g  the  budget 
process ,  and it is evolving from a model used f o r  years .  
Table 2 
Budgeting Model Responses 
~ncrementa l /~ec rementa l  8 
Zero - Based 8 
Perf ormanee 
Program (Planning, programming & 
budgeting systems-PPBS 
Respons ib i l i ty  Center-RCB 
(Cost Center) 
Quota Budgeting 
Al t e rna t ive  Level 
Base-plus Percentage 
Functional - f o m l a  
Incent ive 
Investment 
Open - ended 
P a r t i c i p a t i v e  
Management by O b  j e c t  i ves  -MBO 
Not a l l  of the budgeting models are compatible w i t h  
p a r t i c i p a t i o n  and incent ive programs. Incremental/decremental 
and formula budgets a r e  not conducive t o  p a r t i c i p a t i o n  o r  
incent ive  programs. The very nature  of incremental/ 
decremental and formula budgets involves only t o p  
adminis t ra tors ,  thus  the  incent ive  f o r  l i n e  workers t o  g e t  
involved i s  not ava i lab le .  Only a few people a r e  involved 
with the  a l l o c a t i o n  decisions which make t h e  l i n e  workers 
suspicious and c r i t i c a l  of the decision process. The lack of 
p a r t i c i p a t i o n  leaves l i t t l e  opportunity f o r  an incent ive 
program t o  motivate people t o  become more e f f e c t i v e  o r  
e f f i c i e n t .  The workers th ink  t h a t  i f  they can do w i t h  less 
money t h i s  time, then  they w i l l  receive l e s s  next t i m e .  This 
concept is  not motivating. 
The zero-based budget has  more p a r t i c i p a t i o n  by na tu re  
since each u n i t  has t o  bas i ca l ly  prove i t s e l f  t o  the  
adminis t ra t ion each year.  However, s ince  each year  t h e  
a l l o c a t i o n  has t o  be j u s t i f i e d ,  t he re  i s  p o t e n t i a l  f o r  u n i t s  
t o  overestimate so they can r e a l i z e  a surp lus  i n  the  next 
year i f  t hey  receive an incent ive f o r  r e a l i z i n g  a surplus.  
The incent ive  program is possible  but  would need t o  be wel l  
developed t o  avoid po ten t i a l  problems. 
The o t h e r  t h r e e  budgeting types,  performance, program, 
and respons ib i l i t y  center ,  a r e  s imilar  i n  that they  involve a 
f a i r  amount of par t ic ipa t ion .  These models provide 
opportunities for the units to make decisions in the planning 
process which in turn provides opportunities for different 
incentive 
Table 3 shows the general level of planning and 
accountability by budgeting model. When more planning is 
involved, more participation is needed. The higher the 
accountability factor, the more opportunity for effective 
incentive programs. 
Table 3 
Budgeting Models Planning Accountability 
~ncremental/~ecrmental low none 
Fonrkxia none 
Zero-based low - medium 
Perf o m n c e  
Responsibility Center 
Inquiry four a£ the questionnaire asked whether the 
institutions use any type of incentive program to encourage 
employees to stay within the budget allocations or to find 
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Table 4 
Level of Participation 
Budgeting Models Top Level Middle Level A1 1 
Only & Above Levels 
Incremental 
zero-based 
Perf omnce 
Programming ( PPBS 1 
Responsibility Center 
Other 
Combinat ion 2 
As the review of literature indicated, incentive programs 
increase employees motivation to achieve the organization ' s 
goals. Participation is also noted to have a positive impact 
on the participantst level of understanding and compliance 
with the budgeting process. The connection can be made that 
if the level and/or amount of participation increases within 
an institution and incentive programs are implemented 
effectively, these two characteristics will have a positive 
effect on the budgeting process. The positive effect being an 
increase i n  compliance, a decrease in expenditures, an 
increase i n  revenue, or some combination of these three.  
Inquiry f i ve  of the  questionnaire asks the  respondents t o  
i den t i fy  t h e  average length of t i m e  f o r  t h e i r  budgeting 
process. They had f i v e  options including "other.  Since 
d i f fe ren t  budgeting models may require a longer planning 
period because of t h e  amount of par t ic ipa t ion ,  t h e  question 
w a s  meant t o  get a f e e l  f o r  how much time they a r e  current ly  
wi l l ing  t o  spend on the  budget process. Table 5 shows t h e  
time length indicated by the  respondents f o r  t h e i r  
i n s t i t u t i o n 1  s budgeting process for each budgeting model. Two 
i n s t i t u t i o n s  indicated 0 - 3 months, three i n s t i t u t i ons  
indicated 4 - 6  months, and the  o ther  th ree  i n s t i t u t i ons  
indicated 7 -12  months. One of t h e  f ive  a l s o  mentioned t h e  
need f o r  a f i ve  year,  long- range plan. 
Inquiry seven through nine were intended t o  ident i fy  
respondents thought on important charac te r i s t i c s  o r  aspects  of 
a budgeting model and t he  budgeting model they would choose. 
The i n s t i t u t i o n  t h a t  uses a combination of budgeting models 
would recommend t h a t  t y p e  of budget. The two in s t i t u t i ons  
t h a t  current ly use incremental/decremental budgeting recommend 
a responsib i l i ty  center  budget o r  something similar t o  it. 
One of t he  ins t i tu t ions  with program budgeting recommends and 
w i l l  be t rans i t ioning t o  responsib i l i ty  center  budgeting. The 
other i n s t i t u t i on  with program budgeting recommends staying 
w i t h  i t s  current  model. 
According t o  t h e  respondents, an i n s t i t u t i o n 1  s budget 
should include : increased par t ic ipa t ion ,  c o m n i c a t i o n ,  
higher l eve l s  of commitment, creat ion of budget advisory 
committee, longer planning horizon, funds avai lable  f o r  
venture c a p i t a l  or a surplus f o r  a contingency fund, 
p red ic t ive  enrollment model, and a net t u i t i o n  revenue model. 
Table 5 
--- - . . - 
Months 
Budgeting Models 0 - 3  4 - 6  7 - 1 2  13-18  
~ncrementa l /~ecrementa l  1 1 
Formula 
Zero- based 
Performance 
Programming 
~ e s p o n s i b i l i t y  Center 
Other 
Numerous budgeting models a r e  avai lable  fo r  higher 
educational i n s t i t u t i ons ,  and t o  pick t h e  one t h a t  w i l l  work 
best f o r  a speci f ic  i n s t i t u t i on  and its speci f ic  needs is  not  
an easy t a s k .  Certain charac te r i s t i c s  of budgeting models 
work b e t t e r  f o r  higher education than o ther  business o r  
indus t r i e s .  The focus should be put on the  ac tua l  purposes of 
budgeting which are (a) to distribute resources, (b) to 
translate plans into actions, and (c) to foster 
accountability. If the budgeting model includes all three of 
these aspects, the model will be more likely to successfully 
promote participation and incentive programs. 
All of the budgeting models distribute resources, but 
they differ on the levels of planning and accountability. It 
takes people to translate the plans into action, so the more 
planning a model requires, the more participation will need to 
increase. The increase in participation will ultimately lead 
to the need for accountability. The people involved will want 
to know w h o  is responsible or accountable for each part of the 
plan, Allowing people to participate in the planning process 
will increase their willingness to be held accountable for 
those decisions. People are motivated to perf o m  better if 
they feel accountable for their work. 
As stated before by Bowen (as cited in Lasher & Greene, 
1993) , "there are simply too few incentives within colleges 
and universities to operate with great efficiency or to cut 
costsu (p .  441). Institutions have a financial need to find 
a way to cut or control its cost and become more efficient. 
Finding and implementing the appropriate budgeting model is 
one of the first steps for an institution to become more 
efficient , 
One of Lisenskyf s (1988) two characteristics of a 
healthy institution of higher education is that it has wide 
participation, understanding, and support in the planning 
process f r o m  across the campus community. This 
characteristic focuses on the fact that the planning process 
and the participation within it are important for a healthy 
institution, 
Participation and incentive programs are compatible with 
budgeting models that also consider planning and 
accountability as important as the actual distribution of 
funds . As one of the questionnaire respondents indicated, 
their incentive program for new programs has had a positive 
effect on their budgetls outcome. 
Chapter 5 
S-Y, CONCLUSION, AND RECOMME~ATIONS 
Higher education is not a typica l  business. It cons is t s  
of heterogeneous, nonprofit  organizat ions which receive a 
combination of donated money and earned revenue t o  help 
subsidize the  cost of their product and service which i s  not  
f u l l y  understood by a l l  customers. Since t h e  cos t  of 
education i s  increasing and donated money i s  very d i f f i c u l t  
t o  acquire ,  an important a l t e r n a t i v e  is t o  look a t  t h e  
budgeting process and t h e  budgeting model f o r  more e f f e c t i v e  
and e f f i c i e n t  budgets. 
There are s i x  b a s i c  budgeting models. They include 
incremental/decremental , formula, zero-based, performance, 
program, and re spons ib i l i t y  cen te r  budgeting. They a l l  focus 
on the d i s t r i b u t i o n  of resources,  but not  a l l  of them have 
the same l e v e l  of planning o r  accountabi l i ty  included i n  
them* 
The d i f f e r e n t  l e v e l s  of planning and accountabi l i ty  can 
be assoc ia ted  with t h e  l eve l  of p a r t i c i p a t i o n  and incent ive 
programs found i n  a budgeting model. The more planning 
required,  the  more l i k e l y  t h e r e  w i l l  be increased l eve l s  of 
pa r t i c ipa t ion .  Also i f  t h e r e  i s  a high amount of 
accoun tab i l i ty  within t h e  model, then t h e  more l i k e l y  t h a t  an 
incent ive  program would be successfu l ly  implemented. 
The methodology of t h i s  study is  a n  ana lys i s  of e ight  
p r i v a t e  h igher  educational i n s t i t u t i o n s  from t h e  Midwest. The 
c o l l e c t i o n  of data comes from a cornination of t h e  l i t e r a t u r e  
review and a questionnaire.  The questionnaire consis ted of 
ten quest ions d i rec ted  t o  t h e  chief f inanc ia l  o f f i c e r  of the 
se lec ted  i n s t i t u t i o n s .  
The f indings of t h e  questionnaire included two 
i n s t i t u t i o n s  repor t ing  they u s e  incremental/decremental 
budgets , two repor t ing  program budgeting , one report ing 
o the r ,  and t h r e e  repor t ing  a combination of budgeting models. 
Faur of the e ight  responses indica ted  they thought t h a t  the 
model i s  t h e  one t h a t  has always been used. The o ther  four  
responses indicated I1other1l reasons t h a t  included two 
ind ica t ing  t h i s  is a t r a n s i t i o n  model. Three i n s t i t u t i o n s  
use  only t o p  l eve l  adminis t ra tors  i n  their budgeting process,  
f o u r  o the r s  indica ted  the category of middle managers and 
above, and one indicated the  category of a l l  l eve l s .  Six of 
the  e igh t  i n s t i t u t i o n s  do not cur rent ly  use incent ive plans.  
Two i n s t i t u t i o n s  indica ted  their average length f o r  t h e  
budgeting process as 0 - 3  months, th ree  sa id  4 - 6  months, while 
t he  o the r  t h r e e  marked 7 -12  months. The t w o  most commonly 
known budgeting models among t h e  chief f inanc ia l  o f f i c e r s  
were incremental/decremental and zero-based budgeting models. 
Conclusion, 
The f indings of t h i s  study genera l ly  support  t he  
hypothese s t a t e d .  
1. Midwest p r i v a t e  higher  educational i n s t i t u t i o n s  u s e  
pr imar i ly  the  incremental budgeting model. Six of t h e  e ight  
i n s t i t u t i o n s  surveyed indica ted  they u s e  o r  have used the  
incremental/decremental budgeting within t h e  l a s t  t h r e e  
years 
2 ,  Par t i c ipa t ion  and incent ive  programs a r e  compatible 
with most budgeting models but  are not being used i n  p r i v a t e  
higher educational i n s t i t u t i o n s q  budgeting processes. The 
ana lys i s  of t h e  review of l i t e r a t u r e  explains  how 
p a r t i c i p a t i o n  and incent ive  program a r e  compatible with most 
budgeting models. As  t h e  case s tudies  showed, only two of 
t h e  e ight  use incent ive programs i n  t h e i r  budgeting model. 
3 The use  of pa r t i c ipa t ion  and incent ive  programs i n  
t h e  budgeting process w i l l  increase  understanding, 
acceptance, and will ingness t o  he lp ,  therefore ,  have a 
p o s i t i v e  impact on t h e  budget ' s  outcome. The analys is  of t h e  
review of l i t e r a t u r e  explains how par t i c ipa t ion  i n  t h e  
budgeting process w i l l  increase  understanding and acceptance 
of the budgeting process.  The incent ives  help motive the  
employees o r  increase  t h e i r  wil l ingness  t o  he lp  make t h e  
budget and t h e  budgeting process more e f f i c i e n t  and 
e f f e c t i v e  . Improving t h e  e f f i c i ency  and ef fec t iveness  of t h e  
budget and budgeting process w i l l  l og ica l ly  have a p o s i t i v e  
impact on t h e  budget 's  outcome. 
Areas f o r  f u r t h e r  research include: a quan t i t a t ive  look 
a t  the e f f e c t  of p a r t i c i p a t i o n  and incent ives  on t h e  budgeting 
process ,  a comparison of budgeting models between p r iva te  and 
public i n s t i t u t i o n s ,  t he  e f f e c t  of p o l i t i c s  on t h e  budgeting 
process ,  and a revised look a t  t h e  cos ts  assoc ia ted  with 
higher education especially since most physical plants are 
starting t o  become dated or  a re  out -o f  -date. 
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Why cant t a college 
APPENDIX 
Cover Let te r  and ~ u e s t i o n n a i r e  
Dear Chief Financial  Off icers ,  
I would apprec ia te  it i f  you take  a few moments t o  complete 
t h e  following 10 questions.  It is f o r  a t h e s i s  that I am 
w r i t i n g  e n t i t l e d  "Effec ts  of Incent ives  and  Par t ic ipa t ion  
Programs on Academic Budgeting Models. 
I have chosen t o  send them out  by e-mail t o  save on time and 
postage,  bu t  i f  you f e e l  uncomfortable w i t h  t h i s  process, 
Please rep ly  with a blank form. I w i l l  s end  out a second 
mailing i n  a week. 
Please complete t h e  following questions by checking only one 
of t h e  choices. 
1. What type  of budgeting model does y o u r  i n s t i t u t i o n  use? 
Incremental / decremental 
Formula 
Zero-Based 
P e r f  o m n c e  
Prosram (Planning, programming and budgeting 
- 
systems) 
Responsibi l i ty  Center (Cost Center )  
Other - i den t i fy  & explain: 
2 .  Why do you think your i n s t i t u t i o n  chose t o  use t h i s  
model ? 
This is the  model always used.  
The lack of a b e t t e r  model. 
This is the  bes t  model f o r  your  i n s t i t u t i o n .  
Other - explain: 
3 .  What l e v e l  does your employees have involvement o r  
p a r t i c i p a t i o n  i n  your budgeting process? 
Top l e v e l  only ( top  admin i s t r a to r s )  
Middle l e v e l  and above (Department heads and 
above ) 
All l e v e l s  ( f r o n t  l i n e  employees - a l l  those who 
need and want t o  participate) 
Other - explain: 
4 .  Does your i n s t i t u t i o n  use any type o f  incen t ive  program 
t o  encourage employees t o  stay within t h e  budget a l loca t ions  
o r  to even f i n d  more cost  e f f e c t i v e  approaches t o  t h e i r  jobs? 
yes 
no 
5 .  what i s  t h e  average length of your i n s t i t u t i o n q s  
budgeting process? 
0 - 3  months 
4 -  6 months 
7 - 1 2  months 
13 -18 months 
Other - give spec i f i c  length  of time 
6. Please check ALL of t h e  budgeting models t h a t  you have 
heard of .  
Incremental / decremental budgeting 
Formula budgeting 
Zero-Based budgeting 
Performance budgeting 
Program budgeting (Planning, programming & budgeting 
systems) 
Responsibi l i ty  Center Budgeting (Cost Center) 
Quota Budgeting budgeting 
Alternat ive Level budgeting 
Base-plus Percentage budgeting 
Functional-formula budgeting 
Incent ive budgeting 
Investment budset inq  
Open- ended budget ing 
P a r t i c i ~ a t  ive  budgeting 
~ a n a ~ e m e n t  by Ob j e c t  ives (MBO) budgeting 
Please complete t h e  following questions.  
7 .  What a spec t s  of your i n s t i t u t i o n i  s budget model do you 
l i k e  t h e  most? 
8 .  What aspec t s  do you think a successful  budgeting model i n  
p r i v a t e  higher education i n s t i t u t e s  would o r  should have? 
9 .  I f  you were t o  choose a budgeting model f o r  your 
i n s t i t u t i o n ,  which one would it be? Why? 
1 0 .  I f  you indica ted  i n  question 4 that your i n s t i t u t i o n  
uses  incent ive  programs, p l ease  descr ibe them and indica te  i f  
you f e e l  they  had a n  impact of t h e  budget ' s  outcome, p o s i t i v e  
or  negat ive,  
